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We are pleased to report that Northwest Federal
Credit Union (NWFCU) had one of its best years
ever in 2010. The “Great Recession” ended
officially in June 2009, and we are cautiously
optimistic that the economy will be stronger in
2011 than it was in 2010. In human terms, many
Americans are still hurting. Our members have
had to deal with job losses, financial hardships
and even foreclosures. In fulfilling our founding
philosophy of “people helping people” we have
reached out to hundreds of distressed members to
help them restructure their debt, modify their
mortgages and recover from financial difficulties.
We remain committed to providing the best
financial solutions for our members. Americans
lost almost eight million jobs in this recession and
the economic healing process will be lengthy and
challenging for our Credit Union and other
financial institutions that depend on a healthy
consumer for their success and growth. 

The Federal Reserve has kept short-term interest
rates at historically low levels for the past three
years in an effort to revive the U.S. economy. This
has created a difficult environment for savers who
have not earned the rate of returns of the past. We
are pleased however, that NWFCU’s strong
financial performance has enabled us to maintain
competitive interest rates on savings and
certificates of deposit that are significantly higher
than our banking competitors.

Low interest rates, while difficult for savers, have
provided members with a rare opportunity to
purchase or refinance a home at an extremely low
mortgage interest rate. As a result, NWFCU has
had the privilege of assisting hundreds of members
with financing for their homes. We have provided
more than $1 billion in funding for home
mortgages for members in the past two years.

We have many members who own small
businesses and NWFCU introduced new products
in 2010 to help these members and expand our
presence in the small business community. We

entered this market at a
time when other financial
institutions were withdrawing from
consumer and small business lending. This enabled
NWFCU to fill a void and provide much needed
financing to a new member base.

Financial Performance
We crossed another financial milestone in 2010
when our total assets surpassed the $2 billion
mark for the first time in our history and we
closed the year at $2.05 billion, up 5% from year-
end 2009. It took us from our founding in 1947 to
2003 to reach $1 billion in assets. Yet from that
point, it took only seven years to reach $2 billion
dollars in assets.

NWFCU earned $10.2 million in 2010, after we
returned $4.4 million to our members in the form
of a special “thank you” loyalty dividend and paid
our share of an exceptional regulatory assessment
levied on all federally insured credit unions by the
National Credit Union Administration (NCUA).
This assessment was required to replenish the
federal credit union share insurance fund. Our
2010 assessment totaled $3.9 million. We expect
assessments of varying amounts to continue for up
to ten years. Favorable loan quality contributed to
NWFCU’s earnings success in 2010. Job losses
and the recession affected all financial
institutions, but thanks to the strength of our loan
underwriting as well as the relative strength of our
primary geographical markets, at December 31,
2010, our delinquent loans amounted to only
0.76% of total loans and net loan charge offs for
the year totaled only 0.69% of average loans. This
compares very favorably with averages of peer
credit unions with over $1 billion in assets that
reported 1.84% and 1.31%, respectively for 2010.

To grow and prosper into the future, we must
continue to attract deposits and make good loans
to our members. One current hurdle we see is
that consumers have “delevered” during the
recession by paying down debt and deferring new
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purchases and home
improvements. A continuing

challenge will be how to invest
our new deposit dollars productively in this
environment of low interest rates and anemic
consumer borrowing.

Recent federal financial reform legislation has
created new rules and regulations for financial
services companies. Complying with these new
regulations adds a new layer of complexity and
costs to our work and requires us to operate ever
more efficiently.

Our Extended Member Services
NWFCU’s wholly owned subsidiary, Northwest
Financial LLC (NWFLLC), contributed significantly
to our 2010 earnings. This Credit Union Service
Organization (CUSO) offers members brokerage
and investment services, real estate title and
escrow services, a wide array of insurance
products, as well as income tax preparation and
advisory services. In 2010, their fifteenth year of
operation, NWFLLC posted a record $1.3 million
in net income. Also, NWFCU members saved
more than $2 million in real estate commissions
in the form of rebates since we began our
participation with another CUSO, CU Realty LLC.

Assisting Members and Making a Difference –
Our Foundation
Our Northwest Federal Credit Union Foundation
supports the communities where we live and
work through its many outreach programs. The
Foundation’s primary purpose is to provide
financial education. In furthering that goal, the
Foundation awarded nearly $90,000 in college
scholarships to children and grandchildren of our
members, tutored more than 4,200 students in
financial literacy and donated more than 1,700
hours of service and fund raising activities to
community events and causes. We could not have
accomplished any of this without our members
financial support and we thank you for the
Foundation’s continued success.

Looking Ahead
NWFCU’s 2010 performance strengthened our
financial position and our ability to continue to
grow and provide high quality, high value services
to our members. We anticipate opening a new
branch in Leesburg this spring and a new
Gainesville Branch later in the year. These new
branches will create opportunities to attract new
business and individual members, as well as offer
greater convenience to current members. We also
plan to upgrade our home banking system within
the year to improve member service.

In closing, we remain committed to the mission of
growing NWFCU in a safe and sound manner
which has been our tradition since 1947. We are
passionate about making a positive difference in
the lives of our members and in the communities
which we serve.  Thank you for your loyalty, trust
and participation. They are essential to our
continued success.

JOEL TICKNOR
Chairman, Board of Directors

GERRIANNE D. BURKS
President/Chief Executive Officer
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The U.S. domestic
economy improved little

during 2010, continuing the
longest and deepest recession since the Great
Depression. In contrast however, your Credit
Union continued its strong performance. Against
the challenging economic backdrop, Northwest
Federal Credit Union retained its sound financial
footing and was able to continue the growth of its
balance sheet, maintain good asset quality,
operate efficiently and improve its capital ratio.
Certainly we have had challenges during this
period and have had to make significant changes
in response to this demanding environment. But
even in this most difficult of conditions, NWFCU
was able to record a very successful and
productive year. 

Throughout 2010, NWFCU continued to
experience sound growth, eclipsing $2 billion in
assets for the first time in the organization’s
history, ending the year at $2.05 billion. During
the year, shares increased to more than $1.8
billion, representing an increase of nearly $140
million or over 8.2%. Due to curtailed consumer
demand, loans decreased by $64 million or 4.7%.

The financial crisis continued to adversely impact
credit unions in general during 2010 as 28 credit
unions failed and another 69 were merged due to
financial problems. However, we are very pleased
that NWFCU’s asset quality metrics remained
sound. As of December 31, 2010, NWFCU’s
delinquent loans represented just 0.76% of total
loans as credit losses for the year amounted to
0.69% of total loans. While the Credit Union’s
asset quality remained high, in light of the
continuing economic turmoil, your Board
considered it prudent and appropriate to increase
the allowance for loan losses from approximately

0.77% of loans at December 31, 2009 to 1.11%
of loans at year end 2010. This resulted in an
additional expense of $4.3 million to increase the
allowance for loan losses during the year.

NWFCU’s strong earnings performance resulted in
an increase in the organization’s capital base of
over $10 million during 2010. NWFCU continues
to be a well-capitalized credit union with a
consolidated net worth ratio of 8.96% at year end
2010—an 8 basis point increase as compared
with 8.88% at December 31, 2009.

As noted, NWFCU recorded strong earnings
performance in 2010 with net income exceeding
$10.1 million, a $1 million or 11% increase over
2009. This included an assessment of $3.9 million
by the NCUA, principally resulting from the
collapse of the corporate (non-natural person)
credit union system in 2009 and 2010.
Additionally, NWFCU’s strong earnings
performance also enabled payment of its first ever
loyalty dividend in December 2010.

We are pleased to make this report to our
member/owners and believe it evidences
NWFCU’s ongoing financial strength. It is this
financial strength and your continued patronage
that allows us to fulfill our most important
mission—to help and support our members in
achieving their financial goals. Thank you for
choosing to be a part of Northwest Federal
Credit Union.

CHUCK MOLINA
Treasurer, Board of Directors
Chairman, Financial Management Committee

CHUCK MOLINA

TREASURER & FINANCIAL
MANAGEMENT COMMITTEE REPORT



The Supervisory Committee is a volunteer
organization, appointed by the Board, and is
responsible for engaging the annual audit,
overseeing compliance with audit and regulatory
exam findings, validating and testing internal
controls and procedures, member account
verification, and other activities to prevent and
detect fraud.  The Committee meets regularly to
review and discuss internal controls as well as
auditing matters.

The committee engaged a third party,
independent certified public accounting firm
Orth, Chakler, Murnane and Company, CPAs
(OCM&Co), to perform the annual audit of
Northwest Federal Credit Union’s financial
statements and operational practices. During
these times of economic uncertainty, I am proud
to report that NWFCU remains a strong and stable
organization. Based on the audit results, the
Committee is satisfied that adequate internal
controls exist to protect member accounts. The
financial statements as of December 31, 2010,
presented in this report, have affirmed that your
Credit Union continues to be managed in a safe
and sound manner.

In addition to OCM&Co, our external accounting
firm, the committee works with the credit unions
internal auditors to review processes and activities
year round in an effort to enhance operating
efficiency and to validate that internal control

systems are adequate. We
feel the extra scrutiny internal
auditors provide helps us to
consistently test current activities and processes
and allows us to be proactive in evaluating new
procedures immediately to ensure fundamentally
sound business practices.

As it does annually, the National Credit Union
Administration (NCUA) examined the Credit
Union in 2010 with favorable results.

The Supervisory Committee would like to take
this opportunity to thank the membership for its
outstanding support of the Credit Union.
Likewise, we commend the Credit Union’s
volunteer Board of Directors for their diligence
and guidance in the oversight of the Credit Union
and acknowledge the staff for their continuing
efforts in providing value added products and
services that benefit the members.

The Supervisory Committee is working for the
best interest of all Credit Union members. If you
have a question relating to the financial
soundness or management of this organization,
please do not hesitate to contact us. 

MAUREEN V. WINGFIELD
Chairperson, Supervisory Committee
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INDEPENDENT AUDITOR’S REPORT

ORTH, CHAKLER, MURNANE AND COMPANY, CPAs
A Professional Association

12060 S.W. 129th Court, Suite 201, Miami, Florida 33186-4582
Telephone 305-232-8272 • Fax 305-232-8388

Website: www.ocmcpa.com

Douglas J. Orth, CPA, CFE, Managing Partner James A. Griner, CPA
Hugh S. Chakler, CPA, CISA, CITP, CFE Lori J. Carmichael, CPA
John J. Murnane, CPA Daniel C. Moulton, CPA

March 11, 2011

To the Supervisory Committee of
Northwest Federal Credit Union

We have audited the accompanying consolidated statements of financial condition of Northwest Federal
Credit Union, as of December 31, 2010 and 2009, and the related consolidated statements of income,
comprehensive income, members’ equity, and cash flows for the years then ended. These consolidated
financial statements are the responsibility of the Credit Union’s management. Our responsibility is to
express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the consolidated financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial
statements. An audit also includes assessing the accounting principles used and significant estimates made
by management, as well as evaluating the overall consolidated financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Northwest Federal Credit Union as of December 31, 2010
and 2009, and the results of its consolidated operations and its consolidated cash flows for the years then
ended in conformity with accounting principles generally accepted in the United States of America.

ORTH, CHAKLER, MURNANE & COMPANY
Certified Public Accountants

Orth, Chakler, Murnane & Co.



As of December 31,
2010 2009

ASSETS
Cash and cash equivalents $ 96,999 $ 150,583
Investments:

Available-for-sale 597,804 368,775
Other 6,466 25,087

Loans held for sale 1,482 548
Loans to members, net of allowance for loan losses 1,268,692 1,336,136
Accrued interest receivable 6,863 6,348
Prepaid and other assets 16,025 14,475
Property and equipment 37,585 34,376
NCUSIF deposit 15,055 13,930

Total assets $2,046,971 $1,950,258

As of December 31,
2010 2009

LIABILITIES AND MEMBERS’ EQUITY
LIABILITIES:

Members’ share and savings accounts $1,837,012 $1,697,180
Accrued expenses and other liabilities 25,479 24,795
Borrowed funds — 54,000

Total liabilities 1,862,491 1,775,965

Commitments and contingent liabilities — —

MEMBERS’ EQUITY:
Regular reserve 18,008 18,008
Undivided earnings 165,371 155,185
Accumulated other comprehensive income 1,101 1,100

Total members’ equity 184,480 174,293

Total liabilities and members’ equity $2,046,971 $1,950,258
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CONSOLIDATED STATEMENTS OF
FINANCIAL CONDITION

The accompanying notes are an integral part of these consolidated financial statements.

(dollars in thousands)
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CONSOLIDATED STATEMENTS OF INCOME 
& COMPREHENSIVE INCOME

(dollars in thousands)

The accompanying notes are an integral part of these consolidated financial statements.

CONSOLIDATED STATEMENTS OF INCOME
For the years ended December 31,

2010 2009
INTEREST INCOME:

Loans to members $ 73,198 $ 75,899
Investments 10,893 6,321

Total interest income 84,091 82,220

INTEREST EXPENSE:
Members’ accounts and savings accounts 26,289 29,898
Patronage dividend 4,446 —
Interest on borrowed funds 163 570

Total interest expense 30,898 30,468

Net interest income 53,193 51,752

PROVISION FOR LOAN LOSSES: 12,866 10,500

Net interest income after provision for loan losses 40,327 41,252

NON-INTEREST INCOME:
Fees and service charges 18,370 14,229
Gain on sale of mortgage loans, net 4,875 4,570
Other non-operating income 2,307 1,351
Gain on sale of investments 942 —
Income from NCUSIF — 9,095

Total non-interest income 26,494 29,245

66,821 70,497
NON-INTEREST EXPENSE:

Compensation and employee benefits 30,920 27,930
Other expenses 11,689 9,955
Operating and occupancy expenses 10,091 10,084
NCUA insurance premium assessments 3,935 2,089
Impairment of NCUSIF deposit — 9,095
Impairment of membership capital shares at corporate credit unions — 2,180

Total non-interest expense 56,635 61,333

Net income $ 10,186 $ 9,164

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the years ended December 31,

2010 2009

NET INCOME: $ 10,186 $ 9,164

OTHER COMPREHENSIVE INCOME/(LOSS):
Unrealized holdings gains/(losses) on available-for-sale

investments arising during the period 943 (133)
Reclassification adjustments for gains included in net income (942) —

Other comprehensive income/(loss) 1 (133)

Comprehensive income $ 10,187 $ 9,031
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CONSOLIDATED STATEMENTS OF
MEMBERS’ EQUITY
(dollars in thousands)

The accompanying notes are an integral part of these consolidated financial statements.

For the years ended December 31, 2010 and 2009

Accumulated
Other

Regular Undivided Comprehensive
Reserve Earnings Income Total

Balance, December 31, 2008 $ 18,008 $ 146,021 $ 1,233 $ 165,262
Net income — 9,164 — 9,164
Other comprehensive loss — — (133) (133)

Balance, December 31, 2009 18,008 155,185 1,100 174,293
Net income — 10,186 — 10,186
Other comprehensive income — — 1 1

Balance, December 31, 2008 $ 18,008 $ 165,371 $ 1,101 $ 184,480
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CONSOLIDATED STATEMENTS OF
CASH FLOWS

(dollars in thousands)

The accompanying notes are an integral part of these consolidated financial statements.

For the years ended December 31,
2010 2009

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 10,186 $ 9,164

Adjustments:
Provision for loan losses 12,866 10,500
Depreciation and amortization 3,211 3,201
Amortization of premiums and discounts 1,570 42
Amortization of servicing rights 1,696 1,620
Capitalization of servicing rights (2,176) (3,540)
Impairment of NCUSIF deposit — 9,095
Income from NCUSIF — (9,095)
Impairment of membership capital shares at corporate credit unions — 2,180
Loss on sale of mortgage loans, net — (1,030)
Gain on sale of investments (942) —

Changes in operating assets and liabilities:
Loans held for sale (934) —
Accrued interest receivable (515) (933)
Prepaid and other assets (1,070) (2,927)
Accrued expenses and other liabilities 684 (1,103)

Net cash provided by operating activities 24,576 17,174

CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from maturities and repayment of available-for-sale investments 412,883 111,114
Purchase of available-for-sale investments (642,539) (364,865)
Change in other investments 18,621 (9,028)
Proceeds from sale of mortgage loans — 418,952
Net change in loans, net charge-offs 54,096 (410,536)
Proceeds from sale of other real estate owned — 889
Recoveries on loans charged off 482 562
Expenditures for property and equipment (6,420) (2,446)
Change in NCUSIF deposit (1,125) (1,327)

Net cash used in investing activities (164,002) (256,685)

CASH FLOWS FROM FINANCING ACTIVITIES:
Net change in members’ share and savings accounts 139,842 273,583
Repayment of borrowings (54,000) —
New borrowings — 54,000

Net cash provided by financing activities 85,842 327,583

Net change in cash and cash equivalents (53,584) 88,072
Cash and cash equivalents at beginning of year 150,583 62,511

Cash and cash equivalents at end of year $ 96,999 $ 150,583

SUPPLEMENTAL CASH FLOWS DISCLOSURES:
Interest paid $ 32,164 $ 32,232

SCHEDULE OF NON-CASH TRANSACTIONS:
Other comprehensive income/(loss) $ 1 $ (133)

Transfer from loans to loans held for sale $ — $ 413,069



NOTE 1: SIGNIFICANT ACCOUNTING POLICIES
Organization and Nature of Operations: Northwest Federal Credit Union
(the “Credit Union”) is a cooperative association organized in accordance
with the provisions of the Federal Credit Union Act for the purpose of
promoting thrift among, and creating a source of credit for, its members.
The principal operations of the Credit Union are located in the
Washington, D.C. metropolitan area. Participation in the Credit Union is
limited to those individuals who qualify for membership. The field of
membership is defined in the Credit Union’s Charter and Bylaws.

Consolidated Financial Statements/Use of Estimates: The preparation of
consolidated financial statements in conformity with accounting principles
generally accepted in the United States of America requires management
to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities
as of the dates of the consolidated financial statements and the reported
amounts of revenues and expenses for the periods then ended. Actual
results could differ from those estimates. Estimates that are particularly
susceptible to change relate to the determination of the allowance for loan
losses and the fair value of financial instruments. The significant
accounting principles and policies used in the preparation of these
consolidated financial statements, together with certain related
information, are summarized below.

Principles of Consolidation: The consolidated financial statements include the
accounts of the Credit Union and the accounts of its wholly owned Credit
Union Service Organization (CUSO), Northwest Financial, LLC. The CUSO
provides insurance and financial services to Credit Union members. All
significant intercompany accounts and transactions have been eliminated.

Cash and Cash Equivalents: Cash and cash equivalents consist of cash on
hand, due from banks, due from corporate credit unions and federal funds
sold. Amounts due from banks and corporate credit unions may, at times,
exceed federally insured limits.

Investments: Investments are classified into the following categories:
available-for-sale and other. Investment securities classified as available-for-
sale are measured at market value as of the consolidated statement of
financial condition date. Unrealized gains and losses for available-for-sale
investments are reported as a separate component of members' equity. The
Credit Union has elected to classify certain cash equivalents as other
investments. This election is available to the Credit Union according to the
terms of the Statement of Cash Flows Topic of the FASB Accounting
Standards Codification. Realized gains and losses on disposition, if any, are
computed using the specific identification method. Investments are
adjusted for amortization of premiums and accretion of discounts over the
terms of the investments by a method which approximates the interest
method. Adjustments are recognized to interest income on investments.

Federal Home Loan Bank (FHLB) Stock: As a member of the FHLB of
Atlanta, the Credit Union is required to invest in stock of the FHLB. The
Credit Union’s minimum stock investment is based on a formula
developed by the FHLB that considers the Credit Union’s total assets and
outstanding advances from the FHLB. The FHLB stock is carried at cost
within other investments and its disposition is restricted. No ready market
exists for the FHLB stock, and it has no quoted market value.

Loans Held for Sale: Loans originated and intended for sale in the
secondary market are carried at the lower of cost or estimated market
value in aggregate. All sales are made without recourse.

Loans to Members and Allowance for Loan Losses: Loans to members are
stated at the amount of unpaid principal, net of an allowance for loan
losses and certain deferred loan origination fees. The allowance for loan
losses is increased by a provision for loan losses charged to expense and
decreased by charge-offs (net of recoveries). The allowance for loan losses
is maintained at a level considered adequate to provide for incurred loan
losses in the loan portfolio by applying a historical loan loss rate to loan
pools which have similar risk characteristics. Management’s periodic
evaluation of the adequacy of the allowance for loan losses also considers
such factors as changes in the nature and volume of the loan portfolio,
review of specific problem loans, and current economic conditions that
may affect the borrower’s ability to repay. Loans are charged against the
allowance for loan losses when management believes that collection of
principal is unlikely.

Interest on loans to members is recognized over the terms of the loans
and is calculated on principal amounts outstanding. The accrual of interest
is discontinued when a loan exceeds 90 days delinquent or when

management believes that collection of interest is doubtful. Direct loan
origination costs are recognized in expense when incurred; however, real
estate loan origination fees are deferred over the average life of the loan as
an adjustment to loan yield using a method that approximates the interest
method. Credit card fees are recognized as fee income when assessed. This
is not materially different from fees and expenses that would have been
recognized under the provisions of the Nonrefundable Fees and Other
Costs Topic of the FASB Accounting Standard Codification.

Mortgage Servicing Rights: Servicing assets are recognized as separate
assets when rights are acquired through the sale of financial assets.
Generally, purchased servicing rights are capitalized at the cost to acquire
the rights. For sales of mortgage loans, a portion of the cost of originating
the loan is allocated to the servicing right based on relative fair value. Fair
value is based on market prices for comparable mortgage servicing
contracts, when available, or alternatively, is based on a valuation model
that calculates the present value of estimated future net servicing income.
The valuation model incorporates assumptions that market participants
would use in estimating future net servicing income, such as the cost to
service, the discount rate, the custodial earnings rate, an inflation rate,
ancillary income, prepayment speeds and default rates and losses.
Capitalized servicing rights are reported in other assets and are amortized
into non-interest income in proportion to, and over the period of, the
estimated future net servicing income of the underlying financial assets.

Service fee income is recorded for fees earned for servicing loans. The
fees are based on a contractual percentage of the outstanding principal and
are recorded as income when earned. The amortization of mortgage
servicing rights is netted against loan servicing fee income.

Property and Equipment: Land is carried at cost. Property and equipment
are carried at cost less accumulated depreciation. Buildings, furniture and
equipment, and computer equipment are depreciated using the straight-
line method over the estimated useful lives of the assets. The cost of
leasehold improvements is amortized using the straight-line method over
the term of the lease, or the estimated life of the asset, whichever is less.
The Credit Union reviews property and equipment (long-lived assets) for
impairment whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable.

National Credit Union Share Insurance Fund (NCUSIF) Deposit: The
deposit in the National Credit Union Share Insurance Fund (NCUSIF) is in
accordance with National Credit Union Administration (NCUA)
regulations, which require the maintenance of a deposit by each insured
credit union. The deposit would be refunded to the Credit Union if its
insurance coverage is terminated, it converts to insurance coverage from
another source, or the operations of the fund are transferred from the
NCUA Board. (See Notes 14 and 15)

NCUA Insurance Premium Assessments: During 2009, the NCUA Board
assessed a 15.0 basis point insurance premium on insured deposits as of
June 30, 2009. During 2010, the NCUA Board assessed a 13.4 basis point
insurance premium on insured deposits as of March 31, 2010 and a 12.42
basis point insurance premium on insured deposits as of June 30, 2010.
(See Notes 14 and 15)

Borrowed Funds: As of December 31, 2009, the Credit Union had
borrowed funds outstanding from Western Corporate Federal Credit Union
as it participated in the Credit Union System Investment Program (CU SIP).
Under CU SIP, the Credit Union received a 25 basis point spread from
investing the borrowed proceeds with participating corporate credit
unions. Additionally, the Credit Union has borrowed funds outstanding as
of December 31, 2009 from the FHLB as defined in the FHLB Statement of
Credit Policy. During 2010, these borrowed funds were repaid.

Members’ Share and Savings Accounts: Members’ shares are subordinated
to all other liabilities of the Credit Union upon liquidation. Interest on
members’ share and savings accounts is based on available earnings at the
end of an interest period and is not guaranteed by the Credit Union.
Interest rates on members’ share accounts are set by the Board of Directors,
based on an evaluation of current and future market conditions.

Regular Reserve: The Credit Union is required to maintain a statutory
reserve (regular reserve) in accordance with the Federal Credit Union Act.
This statutory reserve represents a regulatory restriction and is not available
for the payment of interest.

Federal and State Tax Exemption: The Credit Union is exempt from most
federal, state, and local taxes.
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Troubled Debt Restructuring: The Credit Union implemented a Troubled
Debt Restructuring (TDR) program whereby the terms of eligible loans
were modified. The interest on TDR loans is accounted for on the cash-
basis method, until qualifying for return to accrual. Loans are returned to
accrual status when all the principal and interest amounts contractually
due are brought current and future payments are reasonably assured. The
Credit Union maintained no obligation/commitment to lend additional
funds to members who have participated in the TDR program. The
following tables reflect information about the Credit Union’s TDR program
(dollars in thousands):

For the years ended
December 31,

2010 2009
Average principal balance of

TDR loans outstanding $         15 $         11
Interest income recognized on TDR loans $         83 $         66

As of December 31,
2010 2009

Principal balance of TDR loans outstanding $    3,145 $    2,502
Allowance for loan losses on TDR loans $       986 $       850

NOTE 4: PROPERTY AND EQUIPMENT
A summary of the activity in the allowance for loan losses is as follows
(dollars in thousands):

As of December 31,
2010 2009

Land $    4,271 $    4,271
Buildings 32,730 32,640
Computer equipment 14,268 16,327
Furniture and equipment 5,012 6,965
Leasehold improvements 8,806 8,064
Contraction in progress 4,384 552

69,471 68,819
Less accumulated depreciation and amortization (31,886) (34,443)

$ 37,585 $ 34,376

NOTE 5: MEMBERS’ SHARE AND SAVINGS ACCOUNTS
Members’ share and savings accounts are summarized as follows (dollars
in thousands):

As of December 31,
2010 2009

Share drafts $ 203,309 $ 190,722
Share and equivalents 309,106 282,559
Money market 660,682 571,197
IRA shares 60,347 56,457
Share and IRA certificates 603,568 596,235

$1,837,012 $1,697,170

The aggregate amount of members’ individual time deposit accounts in
denominations of $100,000 or more was approximately $355,500,000
and $312,750,000 as of December 31, 2010 and 2009, respectively. The
aggregate amount of overdraft accounts reclassified to loans to members
was approximately $127,000 as of December 31, 2010.

Scheduled maturities of certificates are as follows (dollars in thousands):

As of
December 31, 2010

Within 1 year $284,249
1 to 2 years 85,222
2 to 3 years 40,327
3 to 4 years 55,573
4 to 5 years 38,197

$603,568

Share Insurance: Members’ shares are generally insured by the NCUSIF to
a maximum of $250,000 for each member. Individual Retirement Accounts
are insured by the NCUSIF to a maximum of $250,000.

NOTE 6: EMPLOYEE BENEFITS
401(k) Profit Sharing Plan: Participation in the 401(k) profit sharing plan is
available to all employees who are 21 years of age. The Credit Union
makes matching contributions equal to 100% of employee contributions
up to 4% which vest at 33% each year for three years. In addition, a
discretionary profit sharing contribution was adopted during the year
ended December 31, 2010. The total expense for the plan approximated
$1,026,000 and $565,000 for the years ended December 31, 2010 and
2009, respectively.

Post-Retirement Benefit Plan: The Credit Union has a post-retirement
benefit plan which pays for certain medical benefits for employees retiring
after age 55 with at least 20 years of service. Participation in the plan is
limited to those full-time employees who have participated in the Credit
Union’s health insurance plan for a minimum of five years prior to
retirement. The Credit Union is not required to and has not funded the
plan. Management has determined that the accrued benefits related to this
post-retirement benefit plan are not material to the Credit Union’s
consolidated financial condition as of December 31, 2010 and 2009;
therefore, no amounts have been recognized in the accompanying
consolidated financial statements.

Deferred Compensation: The Credit Union maintains a deferred
compensation plan which will be payable in accordance with terms of the
underlying agreement. The liability as of December 31, 2010 and 2009
was approximately $719,000 and $582,000, respectively, and is included
in accrued liabilities. This plan is funded via the earnings from investments
made by the Credit Union specifically to this plan.

NOTE 7: BORROWED FUNDS
The following borrowed funds were outstanding as of December 31, 2009
(dollars in thousands):

As of
Interest Interest Final Payment December 31,

Lender Type Rate Maturity Date Description 2009

FHLB Fixed 2.900% August 21, 2014 Balloon $20,000
FHLB Fixed 3.430% August 22, 2016 Balloon 24,000

WesCorp Fixed 0.565% January 8, 2010 Balloon 10,000
$54,000

NOTE 8: COMMITMENTS AND CONTINGENT LIABILITIES
Lease Commitments: The Credit Union leases several branch offices. The
minimum noncancellable lease obligations approximate the following as
of December 31, 2010 (dollars in thousands):

Year ending December 31, Amount
2011 $ 465
2012 387
2013 394
2014 374
2015 321

Thereafter 992
$ 2,933

Rental expense under operating leases was approximately $703,000 and
$692,000 for the years ended December 31, 2010 and 2009, respectively.

Lines of Credit: As of December 31, 2010, in aggregate , the Credit Union
maintained $60,000,000 in unsecured line-of-credit agreements with Sun
Trust, Wachovia and PNC Bank. No amounts were outstanding on these
line-of-credit agreements as of December 31, 2010.

As of December 31, 2010, the Credit Union had access to a pre-
approved line-of-credit from the FHLB, secured by eligible 1–4 family first
mortgage loans, as defined in the FHLB Statement of Credit Policy. The
aggregate line of credit under this agreement was approximately
$24,056,000 as of December 31, 2010. No amount was outstanding on
this line-of-credit agreement as of December 31, 2010.

Miscellaneous Litigation: The Credit Union is a party to various
miscellaneous legal actions normally associated with financial institutions,
the aggregate effect of which, in management’s opinion, would not be
material to the Credit Union’s consolidated financial statements.
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NOTE 9: OFF-BALANCE-SHEET RISK AND
CONCENTRATIONS OF CREDIT RISK
Off-Balance-Sheet Risk: The Credit Union is a party to financial
instruments with off-balance-sheet risk in the normal course of business to
meet the financing needs of its members and to reduce its own exposure to
fluctuations in interest rates. These financial instruments include
commitments to extend credit. These instruments involve, to varying
degrees, elements of credit and interest-rate risk in excess of the amount
recognized in the consolidated financial statements.

Concentration of Credit Risk: Commitments to extend credit are
agreements to lend to a member as long as there is no violation of any
condition established in the contract. Commitments generally have fixed
expiration dates or other termination clauses. Since many of the
commitments may expire without being fully drawn upon, the total
commitment amounts do not necessarily represent future cash
requirements. As of December 31, 2010, the total unfunded commitments
under such lines of credit approximated $332,713,000. The Credit Union
may be exposed to credit risk from a regional economic standpoint, since a
significant concentration of its borrowers work or reside in the Washington
D.C. area. However, the loan portfolio is well diversified and the Credit
Union does not have any significant concentrations of credit risk.

NOTE 10: REGULATORY CAPITAL
The Credit Union is subject to various regulatory capital requirements
administered by the NCUA. Failure to meet minimum capital requirements
can initiate certain mandatory actions, and possibly additional discretionary
actions, by regulators that, if undertaken, could have a direct material effect
on the Credit Union's consolidated financial statements. Under capital
adequacy regulations and the regulatory framework for prompt corrective
action, the Credit Union must meet specific capital regulations that involve
quantitative measures of the Credit Union's assets, liabilities, and certain
off-balance-sheet items as calculated under generally accepted accounting
principles. The Credit Union’s capital amounts and net worth classification
are also subject to qualitative judgments by the regulators about
components, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital
adequacy require the Credit Union to maintain minimum amounts and
ratios (set forth in the table below) of net worth (as defined in NCUA’s
Rules and Regulations) to total assets (as defined in NCUA’s Rules and
Regulations). Credit unions are also required to calculate a Risk-Based Net
Worth Requirement (RBNWR) which establishes whether or not the Credit
Union will be considered “complex” under the regulatory framework. The
Credit Union’s RBNWR as of December 31, 2010 and 2009 was 4.79%
and 5.68%, respectively.

The minimum requirement to be considered complex under the
regulatory framework is 6.0%. Management believes, as of December 31,
2010 and 2009, that the Credit Union meets all capital adequacy
requirements to which it is subject.

As of December 31, 2010, the most recent call reporting period, the
NCUA categorized the Credit Union as “well capitalized” under the
regulatory framework for prompt corrective action. To be categorized as “well
capitalized” the Credit Union must maintain a minimum net worth ratio of
7.0% of assets. There are no conditions or events since that notification
that management believes have changed the Credit Union’s category.

The Credit Union’s actual and required net worth amounts and ratios are as
follows (dollars in thousands):

As of December 31, 2010 As of December 31, 2009

Ratio/ Ratio/
Amount Requirement Amount Requirement

Actual net worth $183,379 8.96% $173,193 8.88%
Amount needed to

be classified as
“adequately capitalized” $122,818 6.00% $117,015 6.00%

Amount needed to
be classified as
“well capitalized” $143,288 7.00% $136,518 7.00%

Because the RBNWR is less than the net worth ratio, the Credit Union retains
it original category. Further, in performing its calculation of total assets, the
Credit Union used the quarter end option, as permitted by regulation.

NOTE 11: LOAN SERVICING
Mortgage loans serviced for others are not included in the accompanying
consolidated statements of financial condition. The unpaid principal
balances of these loans are summarized as follows (dollars in thousands):

As of December 31,
2010 2009

Mortgage loan portfolio serviced for:
Federal National Mortgage Association $955,460 $795,863
Charlie Mac $    8,914 $  11,252

Custodial escrow balances:
Federal National Mortgage Association $    3,673 $    3,102
Charlie Mac $         19 $         19

NOTE 12: MORTGAGE SERVICING RIGHTS
The components of capitalized mortgage servicing rights, included in
prepaid and other assets are as follows (dollars in thousands):

As of December 31,
2010 2009

Mortgage servicing rights:
Balance, beginning of year $ 4,036 $ 2,116
Additions 2,176 3,540
Amortization (1,696) (1,620)
Balance, end of year $    4,516 $    4,036

As of December 31, 2010 and 2009, the fair value of servicing rights was
determined by an independent third party using market value discount rates
and prepayment speeds based on the specific characteristics of each pool of
loans to be approximately $8,021,000 and $7,184,000, respectively.

NOTE 13: FAIR VALUES OF FINANCIAL INSTRUMENTS
The Credit Union adopted Fair Value Measurements and Disclosures Topic
of the FASB Accounting Standards of Codification, which provides a
framework for measuring fair value that requires an entity to derive fair
value from the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at
the measurement date within its principal market for the asset or liability,
or in the absence of a principal market, the most advantageous market for
the asset or liability. To increase consistency and comparability in fair value
measurements and related disclosures, a three-level hierarchy prioritizes
the inputs to valuation techniques used to measure fair value with the
highest priority to unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest priority to unobservable inputs
(Level 3) as further described below:

Level 1: Level 1 inputs are quoted prices (unadjusted) in active markets for
identical assets or liabilities that the Credit Union has the ability to access
at the measurement date. An active market for the asset or liability is a
market in which transactions for the asset or liability occur with sufficient
frequency and volume to provide pricing information on an ongoing basis.

Level 2: Level 2 inputs are inputs other than quoted prices included within
Level 1 that are observable for the asset or liability, either directly or
indirectly. If the asset or liability has a specified (contractual) term, a Level
2 input must be observable for substantially the full term of the asset or
liability. Level 2 inputs include: quoted prices for similar assets or liabilities
in active markets; quoted prices for identical or similar assets or liabilities
in markets that are inactive; inputs other than quoted prices that are
observable for the asset or liability; inputs that are derived principally from
or corroborated by observable market data by correlation or other means.

Level 3: Level 3 inputs are unobservable inputs for the asset or liability
which reflect the Credit Union’s own assumptions about the assumptions
that market participants would use in pricing the asset or liability.
Assumptions about risk include risk inherent in a particular valuation
technique used to measure fair value, typically pricing models and/or
discounted cash flow methodologies.

The methodologies and associated inputs used may produce a fair value
calculation that may not be indicative of net realizable value or reflective
of future fair values. While the Credit Union believes its valuation methods
and associated inputs are appropriate and consistent with other market
participants, the use of different methodologies or assumptions to
determine the fair value of certain financial instruments could result in a
different fair value measurement at the reporting date.
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The following tables sets forth by level, within the fair value hierarchy,
the Credit Union’s financial instruments at fair value (dollars in thousands):

Assets at Fair Value as of December 31, 2010
Quoted Prices

in Active Significant
Markets Other Significant
Identical Observable Unobservable

Assets Inputs Inputs

Level 1 Level 2 Level 3 Total
Assets:

Available-for-sale
securities:

SBA pools $309,941 $  11,442 $         — $321,383
Federal agency securities 3,260 247,849 — 251,109
Mutual fund 25,312 — — 25,312

$338,513 $259,291 $         — $597,804

Assets at Fair Value as of December 31, 2009
Quoted Prices

in Active Significant
Markets Other Significant
Identical Observable Unobservable

Assets Inputs Inputs

Level 1 Level 2 Level 3 Total
Assets:

Available-for-sale
securities $368,775 $        — $         — $368,775

The estimated fair value amounts have been determined using available
market information and appropriate valuation methodologies. However,
considerable judgment is required to interpret market data to develop the
estimates of fair value. Accordingly, the estimates presented are not
necessarily indicative of amounts that could be realized in a market
exchange. The use of different assumptions and estimation methodologies
may have a material effect on the estimated fair value amounts. The
following methods and assumptions were used to estimate fair value of
each of the financial instruments for which it was practicable to estimate.
Cash and Cash Equivalents: The carrying amount is a reasonable
estimation of fair value.

Investments: Estimated fair values for investments are obtained from
quoted market prices where available.

Loans to Members: The fair value of loans to members was estimated by
discounting the estimated cash flows using the current rate at which similar
loans would be issued. The impact of delinquent loans on the estimation of
the fair value is not considered to have a material effect and, accordingly,
delinquent loans have been disregarded in the valuation methodologies used.

Loans Held for Sale: The carrying amount is a reasonable estimation of
fair value.

Accrued Interest Receivable: The carrying of accrued interest receivable
approximates fair value.

Mortgage Servicing Rights: Fair values of mortgage servicing rights are
obtained from an independent third party evaluation.

Members’ Share and Savings Accounts: The estimated fair value of
demand deposit accounts is the carrying amount. The fair value of fixed-
rate certificates was estimated by discounting the estimated cash flows
using the current rate at which similar certificates would be issued.

Borrowed Funds: The estimated fair value of borrowed funds was estimated
by discounting the estimated cash flows using the current rate at which
similar borrowings would be granted.

Commitments to Extend Credit: The fair value of commitments to extend
credit is equivalent to the amount of credit extended since the Credit
Union does not charge fees to enter into these commitments and the
commitments are not stated at fixed rates.

The carrying value and estimated fair value of the Credit Union’s financial
instruments are as follows (dollars in thousands):

As of December 31, 2010 As of December 31, 2009

Carrying Fair Carrying Fair
Amount Value Amount Value

Financial assets:
Cash $96,999 $96,999 $150,583 $150,583
Investments:

Available-for-sale $597,804 $597,804 $368,775 $368,775
Other $6,466 $6,466 $25,087 $25,087

Loans held for sale $1,482 $1,482 $548 $548
Loans to

members, net $1,268,692 $1,300,442 $1,336,136 $1,338,088
Accrued interest

receivable $6,863 $6,863 $6,348 $6,348
Mortgage

servicing rights $4,516 $8,021 $4,036 $7,184
Financial liabilities:

Members’ share and
savings accounts $1,837,012 $1,845,791 $1,697,170 $1,704,416

Borrowed funds $— $— $54,000 $54,000
Unrecognized

financial instruments:
Commitments to

extend credit $— $332,713 $— $378,367

NOTE 14: NCUA CORPORATE STABILIZATION PROGRAM
In January 2009, the NCUA informed federally-insured credit unions that it
was taking actions to enhance and support the corporate credit union
system as well as the NCUSIF. In addition to placing U.S. Central Federal
Credit Union into conservatorship, the NCUA established the Temporary
Corporate Credit Union Share Guarantee Program, whereby all deposits in
excess of insurable limits maintained at corporate credit unions, other than
membership capital shares and paid-in capital, will be guaranteed through
December 31, 2012. The actions taken in January 2009 resulted in a 69%
write-down of the Credit Union’s 1 percent NCUSIF deposit and the
assessment of an insurance premium. The Credit Union recognized the
69% impairment of the NCUSIF deposit of approximately $9,095,000 and
the 15 basis point insurance premium assessment of approximately
$2,089,000 during the year ended December 31, 2009.

In connection with the conservatorship of U.S. Central Federal Credit
Union, the NCUA depleted all of the paid-in capital and membership
capital shares maintained by corporate credit unions in U.S. Central Federal
Credit Union. The losses incurred by corporate credit unions on their at-risk
investments with U.S. Central Federal Credit Union, along with other in-
house investment securities showing other-than-temporary impairment,
resulted in significant operating losses and a depletion of capital throughout
the corporate credit union system. As a result, many corporate credit unions
were forced to deplete some or all of their members’ paid-in capital and
membership capital shares. During the year ended December 31, 2009,
management determined that a portion of its membership capital shares at
Virginia Corporate Credit Union were impaired and that the entire balance
of membership capital shares at WesCorp was impaired. As a result, the
Credit Union recorded an impairment loss of approximately $2,180,000
during the year ended December 31, 2009.

NOTE 15: NEW LEGISLATION
The losses recognized by many natural person credit unions from their at-risk
investments in corporate credit unions, coupled with high loan losses and
other non-corporate investment losses, resulted in regulatory actions by the
NCUA, including conservatorship, assisted mergers, and liquidations. All of
these factors have contributed to significant losses to the NCUSIF and
resulted in the assessment of insurance premiums by the NCUA Board
during 2009 and 2010 to increase the NCUSIF’s equity ratio to above 1.20%.

During June 2009, legislation was created to establish a Temporary
Corporate Credit Union Stabilization Fund (Stabilization Fund) to absorb
the corporate stabilization costs by borrowing money from the U.S.
Treasury. As a result of this legislation, the NCUA Board lowered its
original insurance premium assessment announced in January 2009 from
30 to 15 basis points and fully restored the NCUSIF deposit that had been
impaired by 69%. As a result, the Credit Union recognized non-interest
income from the NCUSIF of approximately $9,095,000 (the same amount
as the impairment of the NCUSIF deposit).

During September 2010, the NCUA received approval from the U.S.
Treasury to extend the life of the Stabilization Fund to June 2021. The funds
borrowed from the U.S. Treasury will be repaid from assessments authorized
by the NCUA Board. The NCUA Board has levied assessments during 2009
and 2010 to repay borrowed funds to the U.S. Treasury. It is anticipated that
the NCUA Board will be making annual assessments over at least the next
five years to cover costs associated with the corporate credit union system.







200 SPRING STREET, HERNDON, VA 20170
703-709-8901 • 1-866-709-8901

www.nwfcu.org

Your Lifetime Financial Partner




